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Report of the auditor-general to Limpopo Provincial Legislature on 
council of the Ba-Phalaborwa Local Municipality 


Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Ba-Phalaborwa Local 
Municipality set out on pages ... to .... which comprise the statement of financial 
position as at 30 June 2017, the statement of financial performance, statement of 
changes in net assets, cash flow statement and the statement of comparison of budget 
information with actual information for the year then ended, as well as the notes to the 
financial statements, including a summary of significant accounting policies. 

2. I do not express an opinion on the financial statements of the municipality. Because of 
the significance of the matters described in the basis for disclaimer of opinion section of 
my report, I have not been able to obtain sufficient appropriate audit evidence to 
provide a basis for an audit opinion on these financial statements. 

Basis for disclaimer of opinion 

Inventories 

3. Included in the accounting records and financial statements of the municipality are 
properties owned by private individuals amounting to R108 461 019 that were 
incorrectly recognised as inventories. Consequently, inventories stated at 

R321 606 713 (2015- 2016: R321 626 713) was overstated by the above amount. I 
could not determine the consequent misstatements in other corresponding accounts as 
it was impractical to do so. 

4. Due to the status of the accounting records and poor record keeping, I was unable to 
obtain sufficient and appropriate audit evidence regarding impairment of inventory 
amounting to R8 535 444 included in note 30 to the financial statements, I was unable 
to confirm the impairment of inventory by alternative means. Consequently, I was 
unable to determine whether any adjustment was necessary to the impairment balance 
in the financial statements. 

Receivables 

5. I was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for accounts receivable. As described in note 50 to the financial 
statements, the restatement was made to rectify a prior year misstatement, but the 
restatement could not be substantiated by supporting audit evidence. I was unable to 
confirm the restatement by alternative means. Consequently, I was unable to determine 
whether any adjustment to the accounts receivable corresponding figure stated at 
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R196 149 068 and current year account receivable balance amounting to R79 827 747 
in the financial statements, was necessary. 

6. I identified an unexplained difference amounting to R55 850 874 between the 
underlying records and the annual financial statements as disclosed in note 51 and 52 
to the financial statements. The municipality could not provide sufficient appropriate 
audit evidence for the difference above, consequently receivables is overstated by the 
same amount. 

7. I was unable to obtain sufficient and appropriate audit evidence regarding receivables’ 
journals passed to the amount of R181 688 572, as adequate internal controls were not 
established over the safekeeping of records. I was unable to confirm the restatement by 
alternative means. Consequently, I was unable to determine whether any adjustments 
to consumer debtors stated at R79 827 747(2015- 2016: R196 149 068) and to other 
corresponding accounts in the financial statements, were necessary. 

8. Included in the municipality’s consumer debtor’s account are municipal service charges 
amounting to R10 716 535 for which the municipality billed its own properties, resulting 
in the overstatement of receivables as the amounts charged are not recoverable. 
Consequently, the receivables stated at R79 827 74 as per note 51 and 52 to the 
annual financial statements are overstated by the above amount. 

9. I was unable to obtain sufficient and appropriate audit evidence regarding impairment 
of receivables amounting to R174 864 695 included in note 30 to the financial 
statements, as internal controls were not established over recording and safekeeping of 
records. I was unable to confirm the impairment of receivables by alternative means. 
Consequently, I was unable to determine whether any adjustments to receivables 
stated at R79 827 747 (2015- 2016: R196 149 068) in note 51 and 52 and to other 
corresponding accounts in the financial statements were necessary. 

Revenue from non-exchange transactions 

10.1 was unable to obtain sufficient appropriate audit evidence that all revenue relating to 
traffic fines were recorded in the accounting records as internal controls had not been 
established over the recording and safekeeping of records. There were no satisfactory 
alternative audit procedures that I could perform to determine the completeness of 
revenue from fines. I further I identified unexplained differences to the amount of 

R3 110 443 related to traffic fines as per accounting records and annual financial 
statements. Consequently, I could not satisfy myself if any adjustments to revenue of 
R313 163 (2015- 2016: R3 359 890) as per the statement of financial performance 
were necessary. 

11.1 was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all revenue from property rates for the current and 
prior year due to the status of the accounting records. I identified certain properties that 
were not included on the valuation roll and the billing system of the municipality. I was 
unable to confirm the property rates’ revenue by alternative means. Furthermore, 
incorrect tariffs were charged and discrepancies were identified between the property 
value on the system and the valuation roll amounting to R8 823 281. Consequently, I 
was unable to determine whether any adjustment to property rates revenue stated at 
R90 683 224 (2015- 2016: R68 105 690) in the financial statements was necessary. 
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Additionally, there was a resultant impact on the deficit for the period and the 
accumulated surplus. 

Revenue from exchange transactions 

12.1 was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all revenue from prepaid electricity for the current 
year due to the status of the accounting records. I was unable to confirm revenue from 
prepaid electricity by alternative means. I further I identified unexplained differences to 
the amount of R3 675 336 relating to revenue from prepaid electricity as per financial 
statements and the municipality’s accounting records. Consequently, I was unable to 
determine whether any adjustment to electricity revenue stated at R95 066 105 (2015- 
2016: R94 362 195) in the financial statements was necessary. Additionally, there was 
a resultant impact on the deficit for the period and the accumulated surplus. 

13.1 was unable to obtain sufficient appropriate audit evidence that management has 
properly charged and accounted for all agency fees for the current year due to the 
status of the accounting records. I was unable to confirm agency fees by alternative 
means. Consequently, I was unable to determine whether any further adjustments to 
agency fees stated at R12 738 962 in financial statements were necessary. 

Additionally, there is a consequential impact on the deficit for the period and on the 
accumulated surplus. 

14.1 was unable to obtain sufficient appropriate audit evidence that all revenue relating to 
rental of facilities and equipment was recorded as there were investment properties that 
were not billed for rental income. The municipality did not have adequate internal 
controls over recording and safekeeping of records. There were no satisfactory 
alternative audit procedures that I could perform to determine the completeness of 
revenue from rental of facilities and equipment. Consequently, I could not satisfy myself 
as to whether any adjustments to the revenue of R344 564 (2015- 2016: R380 911) as 
per the statement of financial performance were necessary. Additionally, there was a 
resultant impact on the deficit for the period and the accumulated surplus. 

Value added tax (VAT) 

15. The municipality did not reconcile its year-end VAT receivable balance amounting to 
R8 432 687 between the VAT 201 returns and the general leger. My audit revealed an 
unreconciled difference between the general ledger balance and VAT 201 returns 
amounting to R2 028 864. Consequently, the VAT receivable as disclosed in note 10 to 
the financial statements amounting to R8 432 687 is overstated. 

16.1 was unable to obtain sufficient and appropriate audit evidence regarding VAT output 
journals passed to the amount of R17 479 182 relating to the Mopani District 
Municipality, as internal controls were not established over the recording and 
safekeeping of records. I was unable to confirm these VAT output by alternative means. 
Consequently, I was unable to determine whether any adjustments to VAT stated at 
R8 432 687 (2015- 2016: R16 300 017) and to other corresponding accounts in the 
financial statements were necessary. 
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Expenditure 

17. The municipality incorrectly included an amount of R8 377 383 collected on behalf third 
parties as expenditure in the statement of financial performance. Consequently, the 
total expenditure is overstated by R8 377 383. Additionally, there is a consequential 
impact on the deficit for the period and on the accumulated surplus. 

18.1 was unable to obtain sufficient and appropriate audit evidence regarding prior year 
expenditure journals passed to the amount of R4 434 333, as internal controls were not 
established over recording and safekeeping of records. I was unable to confirm the 
restated expenditure by alternative means. Consequently, I was unable to determine 
whether any adjustments to expenditure stated at R592 861 709 and other 
corresponding accounts in the financial statements were necessary. 

Provision 

19.1 was unable to obtain sufficient and appropriate audit evidence regarding the provision 
for the rehabilitation of landfill sites journals passed to the amount of R59 858 970, as 
internal controls were not established over recording and safekeeping of records. 
Consequently, I was unable to determine whether any adjustments to provision for 
landfill site stated at R73 248 724 (2015- 2016: R68 942 807) and other corresponding 
accounts in the financial statements were necessary. 

20.1 was unable to obtain sufficient appropriate audit evidence for provision opening 
balance accounts amounting to R68 942 807 (2015- 2016: R66 122 893) disclosed in 
note 15 to the annual financial statements as the municipality could not provide 
sufficient appropriate audit evidence for the difference of R49 700 625 noted between 
amounts disclosed on the financial statements and amounts as per underlying records. 

I was unable to confirm the difference by alternative means. Consequently, I was 
unable to determine whether the balance of provision for the rehabilitation of landfill site 
at R78 869 999 (2015- 2016: R74 274 683) in the financial statement was necessary. 

Cash flow statement 

21. The SA Standards of GRAP 2, Cash flow statements requires that the municipality 
summarises the entity’s operating, investing and financing activities. The cash flow 
statement and the related notes are not fairly stated due to the material effects of the 
identified misstatements as reported in this report. 

Employee costs 

22.1 was unable to obtain sufficient and appropriate audit evidence regarding employee 
costs journals passed for prior year to the amount of R14 615 792 as internal controls 
were not established over recording and safekeeping of records. Consequently, I was 
unable to determine whether any adjustments to the employee related costs stated at 
R120 135 387 and other corresponding accounts in the financial statements were 
necessary. 

23.1 identified differences to the amount of R6 860 038 between the prior year third party 
payments related to employee cost as per accounting records and annual financial 
statements under note 28 to the annual financial statements. Consequently, the 
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comparative for employee costs were overstated by the same amount. Additionally, 
there is a consequential impact on the surplus for the period and on the accumulated 
surplus. 

Contingent liabilities 

24.1 identified significant contingent liabilities against the municipality amounting to 
R13 620 312 that were not accounted for in the municipality’s underlying accounting 
records and annual financial statements. The municipality did not have an adequate 
system of internal control in place for the recording of contingent liabilities in the 
accounting records. Consequently, the municipality understated the contingencies 
stated in note 40 at R42 096 188 (2015- 2016: R22 814 905) by the same amount. 

25.1 was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for contingent liabilities. A restatement was made to rectify a 
previous year misstatement, but the restatement could not be substantiated by 
supporting audit evidence. I was unable to confirm the restatement by alternative 
means. Consequently, I was unable to determine whether any adjustment was 
necessary to the contingent liabilities corresponding figure stated at R22 814 905 in the 
financial statements. 

Commitments 

26.1 was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for commitments. A restatement was made to rectify a previous 
year misstatement, but the restatement could not be substantiated by supporting audit 
evidence. I was unable to confirm the restatement by alternative means. Consequently, 

I was unable to determine whether any adjustment was necessary to the commitments 
corresponding figure stated at R67 226 396 in the financial statements. 

Payables 

27.1 was unable to obtain sufficient appropriate audit evidence for payables from exchange 
transactions due to the poor status of the accounting records. I could not confirm the 
payables from exchange transactions by alternative means. Consequently, I was 
unable to determine whether any further adjustments were necessary to Mopani District 
Municipality (Water and Sanitation) payables stated at R177 284 847 in the financial 
statements. 

28.1 was unable to obtain sufficient appropriate audit evidence for the restatement of the 
corresponding figure for money owed to Mopani District Municipality. As described in 
note 50 to the financial statements, the restatement could not be substantiated by 
supporting audit evidence. I was unable to confirm the restatement by alternative 
means. Consequently, I was unable to determine whether any adjustment to the 
payables corresponding figure stated at R215 421 344.00 in the financial statements 
was necessary. 

29.1 was unable to obtain sufficient and appropriate audit evidence regarding prior year 
payables journals passed to the amount of R38 025 104, as internal controls were not 
established over recording and safekeeping of records. Consequently, I was unable to 
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determine whether any adjustments to payables stated at R215 421 344 and other 
corresponding accounts in the financial statements were necessary. 

Irregular expenditure 

30. The municipality made payments in contravention of supply chain management 
requirements, resulting in irregular expenditure of R7 770 280 (2015- 2016: 

R16 349 428). As the municipality did not implement and maintain an appropriate 
procurement and provisioning system which is fair, equitable, transparent, competitive 
and cost-effective, I was unable to determine the full extent of the understatement by 
alternative means. I further identified the unexplained differences to the amount of 
R146 190 310 related to irregular expenditure as per accounting records and annual 
financial statements under note 47 to the annual financial statements. Consequently, I 
was unable to determine whether any further adjustments relating to irregular 
expenditure disclosed at R153 004 530 (2015- 2016: R136 459 593) disclosed in note 
47 to annual the financial statements, was necessary. 

Unauthorised expenditure 

31. In contravention to MFMA municipality incurred unauthorised expenditure amounting to 
R122 332 265 (2015- 2016: R13 489 065) which was incurred in the current year due to 
the municipality’s overspending on their approved budget. 

Prior period error 

32. SA Standards of GRAP 3, Accounting policies, change in accounting estimates and 
errors requires material prior period errors to be corrected retrospectively by restating 
the comparative amounts for the periods in which the error occurred. By disclosing the 
nature of the prior period error, the amount, and the financial line item affected. The 
municipality’s disclosure in note 50 to the financial statements does not include all prior 
error misstatement disclosure in terms of the SA Standards of GRAP 3. 

Related party disclosure 

33. Paragraph 27 of Generally Recognised Accounting Practice (GRAP) 20 states that if a 
reporting entity has had related party transactions during the periods covered by the 
financial statements, it shall disclose the nature of the related party relationship as well 
as information about those transactions and outstanding balances, including 
commitments, necessary for users to understand the potential effect of the relationship 
on the financial statements. The municipality’s disclosure in note 41 to the financial 
statements does not include all disclosures in relation to remuneration paid to 
councillors and transactions between the municipality and one of its directors. 

Preparation of the financial statements 

34.1 was unable to obtain sufficient appropriate audit evidence that the accounting officer 
has fulfilled her responsibility for the preparation and fair presentation of the financial 
statements in accordance with the GRAP, as written representations in this respect 
were not provided. I was also unable to obtain written representations from the 
accounting officer that I had been provided with all relevant information and access as 
agreed in terms of the audit engagement and that all transactions had been recorded 
and were reflected in the financial statements. I could not determine the effect of the 
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lack of such representations on the financial position of the municipality at 30 June 
2017 or the financial performance and cash flows for the year then ended. 

Emphasis of matters 

35.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Fruitless and wasteful expenditure 

36. As disclosed in note 46 to the financial statements, fruitless and wasteful expenditure 
amounting to R13 780 175 was incurred due to interest on late payments 

Uncertainty relating to the future outcome of exceptional litigation 

37. With reference to note 40 to the financial statements, the municipality is the defendant 
in a claim. The municipality is opposing the claim. The ultimate outcome of the matter 
cannot presently be determined and no provision for any liability that may result has 
been made in the financial statements 

Material underspending of the conditional grant 

38. As disclosed in note 16 to the financial statements, the municipality has materially 
underspent the budget mainly on improved access to affordable and sustainable basic 
services to the amount of R785 867. This was made up of underspending on the 
Municipal Infrastructure Grant. 

Restatement of corresponding figures 

39. As disclosed in note 50 to the financial statements, the corresponding figures for 30 
June 2016 have been restated as a result of an error in the financial statements of the 
municipality at, and for the year ended, 30 June 2017. 

Other matters 

40.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Unaudited disclosure notes 

41. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA in the financial statements. This 
disclosure requirement did not form part of the audit of the financial statements and 
accordingly I do not express an opinion thereon. 

Withdrawal from the audit engagement 

42. Due to the limitation imposed on the scope of the audit by management, I have 
disclaimed my opinion on the financial statements. However, for the legislated 
requirement to perform the audit of municipality, I would have withdrawn from the 
engagement in terms of the International Standards of auditing (ISAs) 
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Responsibilities of accounting officer for the financial statements 

43. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with SA standard of GRAP, the MFMA and DORA 
and for such internal control as the accounting officer determines is necessary to 
enable the preparation of financial statements that are free from material misstatement, 
whether due to fraud or error. 

44. In preparing the financial statements, the accounting officer is responsible for assessing 
the municipality’s ability to continue as a going concern, disclosing, as applicable, 
matters relating to going concern and using the going concern basis of accounting 
unless the accounting officer either intends to liquidate the municipality or to cease 
operations, or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

45. My responsibility is to conduct an audit of the financial statements in accordance with 
ISAs and to issue an auditor’s report. However, because of the matters described in the 
basis for disclaimer of opinion section of my report, I was not able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion on these financial 
statements. 

46.1 am independent of the municipality in accordance with the International Ethics 

Standards Board for Accountants’ Code of ethics for professional accountants (IESBA 
code) together with the ethical requirements that are relevant to my audit of the 
financial statements in South Africa. I have fulfilled my other ethical responsibilities in 
accordance with these requirements and the IESBA code. 


Report on the audit of the annual performance report 


Introduction and scope 

47. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) 
(PAA) and the general notice issued in terms thereof I have a responsibility to report 
material findings on the reported performance information against predetermined 
objectives for selected development priorities presented in the annual performance 
report. I performed procedures to identify findings but not to gather evidence to express 
assurance. 

48. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the municipality. I have not 
evaluated the completeness and appropriateness of the performance 
indicators/measures included in the planning documents. My procedures also did not 
extend to any disclosures or assertions relating to planned performance strategies and 
information in respect of future periods that may be included as part of the reported 
performance information. Accordingly, my findings do not extend to these matters. 

49.1 evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and 
reporting framework, as defined in the general notice, for the following selected 
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development priorities presented in the annual performance report of the municipality 
for the year ended 30 June 2017: 


Development priorities 

Pages in the annual 
performance report 

Development priority 1: Spatial rationale 

x-x 

Development priority 2: Basic services 

x-x 

Development priority 4: Local economic development 

x-x 


50.1 performed procedures to determine whether the reported performance information 
was properly presented and whether performance was consistent with the approved 
performance planning documents. I performed further procedures to determine whether 
the indicators and related targets were measurable and relevant, and assessed the 
reliability of the reported performance information to determine whether it was valid, 
accurate and complete. 

51. The material findings in respect of the usefulness and reliability of the selected 
development priorities are as follows: 

Development priority 1: Spatial rationale 

52. In my opinion, the reported performance information for spatial rationale is useful and 
reliable, in accordance with the applicable criteria as developed from the performance 
management and reporting framework as set out in annexure D to this report. 

Development priority 2: Basic service delivery 
Various indicators 

53. When the indicators listed below were planned, it was not determined how the 
achievements would be measured and monitored as the source information and 
method of calculation of the achievements was not predetermined, as required by the 
Framework for Managing Programme Performance Information (FMPPI). Due to the 
lack of technical indicator descriptions that could clearly define the source information 
and method of calculation, the reported achievements for the indicators were misstated 
as the evidence provided did not agree with the reported achievements as follows: 


Indicator 

Reported 

achievement 

Audited value 

% on reduction of electricity losses by 
30/06/2017 

-4.7% 

28.7% 

Number of km of tarred roads rehabilitated at 
Ba-Phalaborwa Municipality by 30/06/2017 

(Anna Botha street is about 0.52km, 

Frederick street is about 0.6km and Tambo 
street is about 0.5km) 

1.5km 

1.8km 
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Development priority 4: Local economic development 


Various indicators 

54. When the indicators listed below were planned, it was not determined how the 
achievements would be measured and monitored as the source information and 
method of calculation of the achievements was not predetermined, as required by the 
Framework for managing programme performance information (FMPPI). Due to the 
lack of technical indicator descriptions that could clearly define the source information 
and method of calculation, the reported achievements for the indicators were misstated 
as the evidence provided did not agree with the reported achievements as follows: 


Indicator 

Reported achievement 

Audited value 

Number of jobs created through capital 
projects by 30/06/2017 (Temporary jobs) 

61 

63 

Number of jobs created through the 

EPWP approach on the implementation of 
the 2016-17 Approved Capital 

Programme 

48 

89 

Turnaround time in processing SMMEs 
applications received though LED 

Business Space) 

0 

190 


Phased-in misstatement condition 1: all relevant indicators not included in planning 
documents 

55. All performance indicators and targets arising from the municipality’s mandate and 
strategic goals and objectives were not included in the approved Service Delivery and 
Budget Implementation Plan. The following was not included: 

KPA 1 Spatial Rationale 

The number of hectares of suitable land identified for acquisition (Strategic Plan 2016- 
17 


KPA 2 Basic Service Delivery 

a) Percentage of households having access to services: 

Water 

Sanitation 

Electricity 

b) Percentage community satisfaction with public services 

c) Percentage of urban households with access to weekly waste removal 

d) Percentage of rural households receiving weekly refuse removal 
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Other matters 


56.1 draw attention to the matters below. 

Achievement of planned targets 

57. Refer to the annual performance report on page(s) x to x; x to x for information on the 
achievement of planned targets for the year and explanations provided for the under of 
a significant number of targets. This information should be considered in the context of 
the material findings on the usefulness and reliability of the reported performance 
information in paragraph(s) x; x; x of this report. 

Adjustment of material misstatements 

58.1 identified material misstatements in the annual performance report submitted for 
auditing. These material misstatements were on the reported performance information 
of spatial rationale, basic services and local economic development of development 
priority. As management subsequently corrected only some of the misstatements, I 
raised material findings on the usefulness and reliability of the reported performance 
information. Those that were not corrected are reported above. 


Report on audit of compliance with legislation 


Introduction and scope 

59. In accordance with the PAA and the general notice issued in terms thereof I have a 
responsibility to report material findings on the compliance of the municipality with 
specific matters in key legislation. I performed procedures to identify findings but not to 
gather evidence to express assurance. 

Annual financial statements, performance and annual reports 

60. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected and the supporting records could not be provided subsequently, 
which resulted in the financial statements receiving a disclaimer audit opinion. 

61. The annual financial statements were not submitted for auditing within two months after 
the end of the financial year, as required by section 126(1 )(a) of the MFMA. 

Strategic planning and performance management 

62. The performance management system and related controls were inadequate as it did 
not describe how the performance planning, monitoring, measurement, review and 
reporting processes should be conducted, organised and managed, as required by 
Municipal Planning and Performance Management Regulation 7(1) 
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Procurement and contract management 

63. Some of the goods and services with a transaction value of below R200 000 were 
procured without obtaining the required price quotations, in contravention of by SCM 
regulation 17(a) and (c). Similar non-compliance was also reported in the prior year. 

64. Some of the quotations were accepted from prospective providers who were not on the 
list of accredited prospective providers and did not meet the listing requirements 
prescribed by the SCM policy, in contravention of SCM regulations 16(b) and 17(b). 

65. Some of the quotations were accepted from bidders who did not submit a declaration 
on whether they are employed by the state or connected to any person employed by 
the state, as required by SCM regulation 13(c). Similar non-compliance was also 
reported in the prior year. 

66. Some of the quotations were accepted from bidders whose tax matters had not been 
declared by the South African Revenue Service to be in order, in contravention of SCM 
regulation 43. Similar non-compliance was also reported in the prior year. 

67. Measures to combat the abuse of the SCM system were not implemented as per the 
requirements of SCM regulation 38(1), because some of the contracts were awarded to 
providers who failed to declare whether they: 

• failed to perform satisfactorily on a previous contract with the municipality or 
municipal entity or other organ of state in the last five years 

• committed a corrupt or fraudulent act in competing for the contract 

• abused the SCM system of the municipality 

• had been convicted of fraud or corruption during the past five years 

68. Sufficient appropriate audit evidence could not be obtained that the preference point 
system was applied in all procurement of goods and services above R30 000 as 
required by section 2(a) of the Preferential Procurement Policy Framework Act, 2000 
(Act No. 5 of 2000) (PFFFA). Similar non-compliance was also reported in the prior 
year. 

69. Sufficient appropriate audit evidence could not be obtained that contracts and 
quotations were awarded to suppliers based on preference points that were allocated 
and calculated in accordance with the requirements of the PPPFA and its regulations. 
Similar non-compliance was also reported in the prior year. 

70. Sufficient appropriate audit evidence could not be obtained that contracts and 
quotations were awarded to bidders based on points given for criteria that were 
stipulated in the original invitation for bidding and quotations, as required by 
Preferential Procurement Regulation 4. 

71. Sufficient appropriate audit evidence could not be obtained that all extensions or 
modifications to contracts were approved by a properly delegated official, as required 
by SCM regulation 5. 
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72. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. Similar non-compliance was also reported 
in the prior year. 

73. The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, in contravention of section 116(2)(c) of the 
MFMA. Similar non-compliance was also reported in the prior year. 

Expenditure management 

74. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

75. Effective steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. 

76. Effective steps were not taken to prevent fruitless and wasteful expenditure amounting 
to R13 780 175 in contravention of section 62(1 )(d) of the MFMA. 

Revenue management 

77. An adequate management, accounting and information system which accounts for 
revenue, debtors, receipts of revenue was not in place, as required by section 64(2)(e) 
of the MFMA. 

78. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA 

Assets management 

79. An effective system of internal control for assets was not in place, as required by 
section 63(2)(c) of the MFMA. 

Consequence management 

80. Irregular expenditure incurred by the municipality were not investigated to determine if 
any person is liable for the expenditure, as required by section 32(2)(b) of the MFMA. 

81. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(b) of 
the MFMA 

82. Unauthorised expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(a) of 
the MFMA. 
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Internal control deficiencies 


83.1 considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my 
objective was not to express any form of assurance thereon. The matters reported 
below are limited to the significant internal control deficiencies that resulted in the basis 
for disclaimer of opinion, the findings on the annual performance report and the findings 
on compliance with legislation included in this report 

Leadership 

84. The action plan developed by the municipality to address internal and external audit 
findings did not ensure that root causes for audit findings findings are addressed 

85. Management did not adequately review the financial statements and the annual 
performance report prior to its submission for audit and thus material misstatements 
were not prevented and identified at an earlier stage. 

86. The municipality did not have sufficient monitoring controls to ensure the proper 
implementation of the overall processes of reporting on predetermined objectives and 
compliance with legislation 

Financial and performance management 

87. The financial statements and other information to be included in the annual report are 
not reviewed for accuracy and completeness. 

88. Controls over daily and monthly processing and reconciling of transactions were not 
implemented 

89. Compliance with laws and regulations was not reviewed and monitored. 

90. There is no proper record keeping supporting the financial statements and the annual 
performance report, consequently requested information was not submitted 

91. Supply chain management processes were inadequate due to poor monitoring, 
resulting in irregular expenditure. 

92. A lack of adequate technical knowledge within management with regard to the 
preparation of financial statements and a lack of adherence to laws and regulations 
resulted in the disclaimer opinion on the financial statements. 

Governance 

93. Those charged with governance did not provide adequate oversight over the 
effectiveness of the internal control environment, including financial and performance 
reporting and compliance with laws and regulations. 

94. The risk management strategy implemented by the municipality was not effective to 
prevent a recurring disclaimer opinion on the municipality’s financial statements. 
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Other reports 


95.1 draw attention to the following engagements conducted by various parties that had, or 
could have, an impact on the matters reported in the municipality's financial statements, 
reported performance information, compliance with applicable legislation and other 
related matters. These reports did not form part of my opinion on the financial 
statements or my findings on the reported performance information or compliance with 
legislation. 


• An independent consultant investigated an allegation of possible misappropriation 
of the municipality’s assets or irregular expenditure at the request of the 
municipality, which covered the period 2014-2015 to 2015-2016. The investigation 
concluded on 28 February 2017. Council resolved that the employees implicated 
face disciplinary proceedings in terms of applicable legislations. These 
proceedings are currently in progress. 



30 November 2017 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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Annexure - Auditor-general’s responsibility for the audit 


96. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and 
the procedures performed on reported performance information for selected 
development priorities and on the municipality’s compliance with respect to the selected 
subject matters. 

Financial statements 

97. In addition to my responsibility for the audit of the financial statements as described in 
the auditor’s report, I also: 

• identify and assess the risks of material misstatement of the financial statements 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide a 
basis for my opinion. The risk of not detecting a material misstatement resulting 
from fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal 
control. 

• obtain an understanding of internal control relevant to the audit in order to design 
audit procedures that are appropriate in the circumstances, but not for the purpose 
of expressing an opinion on the effectiveness of the municipality’s internal control. 

• evaluate the appropriateness of accounting policies used and the reasonableness 
of accounting estimates and related disclosures made by the [board of directors, 
which constitutes the accounting officer. 

• conclude on the appropriateness of the [board of directors, which constitutes the 
accounting officer’s use of the going concern basis of accounting in the preparation 
of the financial statements. I also conclude, based on the audit evidence obtained, 
whether a material uncertainty exists related to events or conditions that may cast 
significant doubt on the Ba-Phalaborwa Municipality ability to continue as a going 
concern. If I conclude that a material uncertainty exists, I am required to draw 
attention in my auditor’s report to the related disclosures in the financial statements 
about the material uncertainty or, if such disclosures are inadequate, to modify the 
opinion on the financial statements. My conclusions are based on the information 
available to me at the date of the auditor’s report. However, future events or 
conditions may cause a municipality to cease to continue as a going concern. 

• evaluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation. 
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Communication with those charged with governance 


98.1 communicate with the accounting officer regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that I identify during my audit. 

99.1 also confirm to the accounting officer that I have complied with relevant ethical 
requirements regarding independence, and communicate all relationships and other 
matters that may reasonably be thought to have a bearing on my independence and 
here applicable, related safeguards. 
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